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Mr. William F. Caton

Acting Secretary FEDERAL COMMUNICATIONS COMMISSION
Federal Communications Commission OFFICE OF THE SECRETARY
1919 M Street, NW

Washington, DC 20554

Re: Ex Parte Presentation
CC Docket No. 92-297
LMDS Rulemaking

Dear Mr. Caton:

On behalf of Suite 12 Group ("Suite 12"), petitioner in the above-referenced
rulemaking proceeding, enclosed please find two (2) copies of a supplement to Suite
12°s November 22, 1993 filing titled "The CellularVision Modulation Choice" ("Digital
Study"). In the Digital Study, Suite 12 demonstrates that current digital compression
technology produces bit rates in the 2 to 3 Megabits/s range, resulting in video pictures
of inferior quality; moreover, Suite 12’s Digital Study confirms that the cost of digital
compression equipment, to the extent it is commercially available, is so high that it is
prohibitive for current utilization by licensees of LMDS, which is a competitive
alternative to cable and other voice and data services.

This supplemental submission consists of several important recent press articles
which detail the uncertain prognosis regarding the development of both digital
compression technology and the commercial availability and cost of digital equipment.
These articles provide significant independent confirmation of concerns raised by Suite
12’s study about the unsoundness, from a public policy perspective, of having allocation
decisions regarding LMDS dependent upon the advent of digital compression
technology. To do so could cripple the deployment of LMDS in its infancy.

Specifically, The Wall Street Journal article of November 29th surmises that the
explosion of channel availability, and most of the accompanying interactive video TV
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technology based on digital compression, is "a decade or more away.” The article
concludes that digital compression equipment expenses are currently exorbitant — the
high capacity cable boxes alone that are needed for every U.S. subscriber’s home
"would cost about $33 billion." Likewise, the Electronic Engineering Times article of
November 29th states that "the digital set-top box . . . threatens to bust the budget of
cable operators and consumers alike." The article adds that there are no definite
answers as to how the price of such equipment will come down. Finally, Multichannel
News notes in its November 29th edition that from a cable operator’s standpoint, "the
costs and benefits — as well as the performance — of digital video have yet to instill the
same confidence [as fiber optics]."

By contrast, the CellularVision technology is currently capable of providing
consumers with a high quality, low-cost video alternative to cable which simply would
not be available were Suite 12 to rely on commercially available digital compression
technology and equipment.

Please place these two copies of this supplemental attachment into the above-
referenced docket. Any questions regarding this attachment or the study should be
directed to the undersigned.

Sincerely,

W@@Mﬂm/

Michael R. Gardner
Charles R. Milkis
Counsel for Suite 12 Group
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Highwav ot Hvpe

Despite Manv Claims

For 500-Channei TV.

Long Road Lies Ahead

Costs to Industrv. Consumers
Appear Sure to Be High;
And Will People Want it?

Tests Show Limited Interest

By MARK ROBICHAUX
Staff Reporter of THE WALL STREET JOURNAL

LITTLETON, Colo.. — Television
viewers 1n this leafy Denver suburb are
getting a sneak preview of the much-
vaunted 500-channei future.

Here, Tele-Communications Inc., U S
West Inc. and: American Telephone &
Telegraph Co. are trying to gauge the
market for what will probably be one of the
most salable features of interactive TV:
“movies on demand.” or virtually any
movie at any time, available with a few
clicks of a remote control.

The experiment is a crude version of
the marveis of interactivity being touted
for the 21st century: When a viewer orders
a mavie, a beeper at test headquarters
alerts an employee to plunk a videotape in
one of scores of VCRS lining the walls.

A Crucial Experiment

High-tech it's not, but the Littleton test
does fill a void. For despite the megabii-
lions that cabie TV and telephone compa-
nies are wagering on the coming *‘infor-
mation superhighway,’' this trial is one of
the first attempts to determine whether
viewers will g0 along for the ride.

TCI and its partners . recently an-
nounced ‘‘high demand and usage’’ in the
320 homes in the test, which began in July
1992 and will run a few more months.
Although the companies decline to identify
test subjects, a test-site manager says he is
‘‘very pleased”’ with resuits. But knocking
on doors in the test neighborhood of neat
frame houses turns up some sour notes
amid generai praise for the service’s con-
venience,

The- test customers aren't charged a
monthly fee or instailation costs; they pay
only the price of a movie, ranging from 99
cents to $3.99. Nevertheless. high-school
teacher Penny Crouse buys oniy two
movies a month from the service. “We
simply don’t have time to watch TV."” she
says. ‘‘The homework I bring home is
phenomenal. I've been reading since i got
home. and I'll work until 10 tonight.”

Karen Lumpkin, who buys two or three
movies a monti1. says she is too overioaded
with home technoiogy to make more use of
interactive TV. With the telephone. per-
sonai computer and fax machine she uses
{0 Tun her anuques pusiness. by day's end
she says she doesn’'t want to push another
button. *When { watch TV. I don't want to
do anything but watch.’’ she says.

The industry Hype

Viewers' voices have been fost in the
aype over interactive media. Some of
corporate America's most sagacious chief
executives—inciuding TCI's John Malone.
Bell Atlantic Corp.'s Raymond W. Smith.
and Microsoft Corp.'s William Gates LI
are convinced that they need oniy build
and the peopie will come. And the cabie
indusiry terms any naysaying premature.

“1 guess we couid all throw up owr
hands and say, ‘There’s risk here — we
can't proceed,’ " says Robert Thomson, a
TCI senior vice president. .*‘Of course
there’s risk!”

But viewers’ reservations are )ust one
of the obstacies to be--reckoned with
before the information highway is up and
running. Such a system wiil take far longer
and cost far more than the public generaily
realizes. A staggering hardware buildup
will be needed to deliver a wide assormment
of interactive services into living rooms.
The cost of blanketing the nation with
fiber-optic cable and stateof-the-art digh-
tal equipment will be the rough: equivaient,
in today’'s dollars, of bdlllng_me -inter--
state.highway system. .. .~ .

By conservative estimates,-the bill wiil
total at least $100 billion, about equai to the
combined current revenue of the cable
and' regionai. telephone industries. And
because some key technology is still being
deveioped, the cost couid be much more.

Willing to Pay?

The pian is to pass much of the cost onto
consumers through higher cable-TV rates.
Bm:thepuhuc'swunnsneutopayxsa
question troubling even bullish muitimedia

prompted passage-of the 1992 Cable Act.
which sought to limit rate increages.

“1 feet like laughing when .they taik
about 500 channeis.’” says Ruth Meurer, a
cable subscriber in Jacksonville, Fla.
“Your cable bill would exceed your
monthly mortgage payments.’’

And just what would viewers be buy-
ing? For starters, it won't necessariiy be
500 channejs. That arbitrary number
siipped into usage after a TCI news
conference iast year,. when Mr. Malone
mentioned that new digital-compression:
technoiogy could raise. the capacity of
existing cabie channeis tenfoid. Reporters
muitiplied that by the 50 channeis now
carried on TCT's cable systems. and after
the next day’s headlines, the 500-channet
number stuck.

The number of channeis is likely to vary
from commumnity to community. But digital
compression—by squeezing more channeis
onto conventnonai coaxial cable—certainiy
will expiode the number of viewing op-
tions. Many new channeis wiil be tailored
10 special ‘‘niche’ interests. and mowe



Highway of Hype: Despite Much Enthusiastic Talk
About 500-Channel TV, Many Obstacles Lie Ahead

Continueda From First Page
channeis will proiiferate. Beefed-up pay-
per-view systems offering a wide selection
of releases every 15 minutes or so wili lead
eventuaily to movies-on-demand.

Later. viewers may get push-button
home shopping, televised classes. interac-
tive pay-per-view events and concerts.
electronic libraries and interactive games
and data services. Other channel capacity
will be devoted to high-definition TV,
which wiil enabie new TV sets to display
video that resembies film quality.

To navigate this sea of information.
channet surfing wiil be out of the question:
scanning 500 channeis would take 43 min-
utes, according to industry engineers. Sub-
scribers will probably push remote con-
trois to select from on-screen program
guides showing categories such as news,
sports or comedy—much as today they use
a mouse to pull up computer files.

‘Most of these services are a decade or
more away. And it may take at least that
long for the marketplace to catch up with
the video visionaries, ‘‘There is no crying
demand from consumers for additional
services and interactive TV right now,”
says Joseph Segel, a cable pioneer who
built QVC Network Inc. into a $1 billion
home-shopping empire, then soid it to
media mogui Barry Diller last year.

The Optimistic Arguments

The companies championing these new
services contend that they wiil come
sooner than skeptics believe. They note
anticipated technological breakthroughs
that shouid eliminate the cumbersome
glitches that have frustrated early users.
They add that if viewers are persuaded
they can save time or money with a
service, such as home shopping, they will
embrace it.

“Interactive TV is going to happen,”
says Thomas A. Grieb, director of interac-
tive services for GTE Corp. ‘‘Remember,
they cailed CNN the Chicken Noodie Net-
work, but today CNN has changed the way
we get our news.”’

Nonetheless. consumer surveys show
that viewers are satisfied with TV as they
know it; their compiaint with cable is not
lack of choices but cost and program
quality. Although they currently are of-

| fered 30 channels or more, only 61% of the
nation's homes with access to cable sub-
scribes to it. And subscribers still mostiy
watch the three major broadcast networks.
Similarly, home shopping is offered to
about 50 million subscribers. but only eight
miilion use 1t to buy products.

According to a study to be released
today by Decision Resources Inc.. Ameri-
cans aren’t likely to spend much more for
entertainment than they do now because
average household income is down $2,000
in real dollars from its 1989 high. ‘“When
your basic cabie bill gets up to $40 to $50 a
month, you start to pay a iot of attention to
it,” says Martyn Roetter, a vice president
of the Waltham, Mass.. consulting firm.
“Consumers will ask: ‘Is TV really worth
that?’

He adds that peopie are watching less
programmed TV — though more home
videos — now than in the mid-1980s. They
have jess leisure time; they worked 53
more hours in 1989 than in 1969. And, he
notes, the most affluent — presumably in-
teractive media’s prime market—have the
least time.

Dreams of a Pot of Gold

“Everybody is convinced there are
huge pots of gold out there,” says A.
Michael Noll, dean of the University of
Southern California’s Annenberg School
for Communication. ‘‘They're putting big
money on the table this time. But history
says noway.’’ And early experiments with
interactivity do bode ill for quick accep-
tance. “We are a nation of people who
can't program a VCR,” says cable veteran

extremely simpie, he adds.

Mr. Hauser should know. Sixteen years
ago,as chief executive of Warner Cable
Communications Inc., the forerumner to
Time Warner Cable, he launched QUBE,
an experimental interactive service in Co-
lumbus, Ohio, that lost an estimated $20
million before Warner pulled the plug in
the mid-1980s. The technology was expen-
sive and cumbersome, yet former QUBE
executives insist Warner folded it before it
had time to find its aucience.

A similar fate befell videotex. on-line
data services transmitted to TV screens

Gus Hauser. The new services havetobe.

and computer terminais. In 1983, Miami-
based Knight-Ridder Inc. began pouring
an estimated $50 million into a system that
offered 20,000 customers an ‘‘electronic
newspaper'' and other data. Times Mirror
Co. put up about $30 miilion testing a
similar service in Southern California.
Neither venture proved viable; viewers
balked at reading reams of text from a
screen and at steep hourly access fees and
costly equipment rentais.

In more recent tests, viewer reviews of
interactivity have been mixed. The 350
residents of Cerritos, Calif., who subscribe
to GTE Corp.’s “*Main Street’ pay $9.95 a
month for more than 65 different services.
including games, stock quotes. bill-paying,
flight reservations, shopping and an ency-
clopedia. In GTE's experience with “Main
Street’’ here and eisewhere, 25% to 50% of
subscribers drop the service each year and
are replaced — a ‘‘churn’ rate aboutequal
to that of pay-cable services. -
One Corporate Projection e

Nonetheless, GTE says the Cerritos
experiment persuaded it to continue roil-
ing out “Main Street” into new territo-
ries; it is projecting a miilion subscribers
within five years. “We will make money
when we get the penetration we want,”
says a GTE spokesman, who doesn't spec-
ify~an exact goal. “It i3 an evolution-
ary change in TV, not revolutionary.’

TCI's Mr. Thomson stresses that the-
new - equipment and services .will be
brought out gradually, as ‘demand
emerges, and that prices will be market-
driven. TCI, he contends, has pursued a
“‘measured and focused'’ course, and that .
whatever happens, its investment in new~
technology will pay off by improving exist-.
ing cable service. And aithough conceding’
a need for more tests of interactivity, he
adds: ‘'Our tests so far indicate there will
be demand eariy on,” especially for
movies-on-demand, interactive ciasses be-
tween two or more locations and interac-
tive home shopping.

Indeed, optimistic studies about the
potential for interactive TV abound. A re-
cent survey from Chilton Research Serv-
ices found that six in 10 aduits expressed:
interest in the potential of interactivity,
and 86% of them say they wouild definitely




T Dropapiv watcn video on aemana.

Th.e inaustrv s strategy makes sense 10
;uhncarev, airector of Grevstone Ccommu-
alcations. a Dobbs Ferrv. N.Y.. iciecom-
munications-research firm. Conventional
market researcn 1s all but usetess wnen
the proauct 1s high-tech ana blue-skv. he
says. Surveving consumers about their
hvpotheticai preferences 1n Interactive
muuimedia. he argues. 1S akin 0 asking,

“\Vould vou puy a dog that couid flv?" !

He adas: The oniv way you can get a
handie on this is to go into the field with
real services."’

To that end. cable and phone compa-
nies are rapidly tooling up ior the interac-
tive future. After Bell Atlantic and TCI
compiete their proposed merger, the com-
bined company pians to spend $15 billion
over the next five years upgrading its
networks. During the same period, Time
Warner Inc. and partner U S West wiil
spend $5 billion on upgrades. And Pacific
Telesis Group plans to spend $16 billion
over seven years for a fiber-optic network
to carry telephone, cabie-TV and interac-
tive services to its California customers.

Another Test Due Soon

The nauon will soon get its first
glimpse of a high-capacity, *‘full-service”
network. Early next year, Time Warner
will begin offering state-of-the-art services
in Orlando, where it is deploying fiber-
optic cabie and powerful set-top converters
in 4,000 test homes. Among the offerings:
movies-on-demand, interactive shopping,
video conferencing, games and televised
classes. Viacom Inc. begins a similar
test mext year in Castro Valley, Calif.,
where viewers will get interactive versions
of its MTV and Nickelodeon channeis,
among other services.

With only about a third of the nation’s
subscribers now wired with fiber-optic
cable, expanding this high-capacity wire to
cities coast to coast will cost the industry
some $20 billion, according to the Nationai
Cable Television Association. Intercon-
necting various systems — to permit a user
in Los Angejes, say, to play a video game
with someone in Chicago — would cost an-
other $14 billion.

Cable companies must aiso buy digital-
compression equipment for their control
centers — as well as high-capacity cable
boxes for every subscriber’s home. To put
a box in every U.S. home with a TV
would cost about $33 billion.

One critical piece of hardware isn't
even commerciaily available. It is the
digital file server, a powerful computer
that functions like a giant jukebox. storing
and sorting vast gquantities of digitized
video and data and switching it to viewers.
Security problems and design uncertain-
ties with these computers couid push the
industry’'s hardware costs above the $100
billion estimate. For exampie, no one
knows how much capacity will be neeaed—
only that it will be massive, (o avoid
information bottienecks as millions of mes-
sages clog the wires at peak hours.

Threat to Existing Services

Hardware costs are onlty the beginnng.
Many anaiysts and even industry execu-

zenerating l(ittle incrementaj revenue.
Liovies-on-aemana wiil surely crimp sales
[ premium cabie channets such as Home
Box Uffice; HBO’s growth 1n supscriner
homes. now totaling about 17 million. 1s
alreadv stagnant. And John Sie. chair-
man of the pay-cable service £ncore Media
Corp.. doubts that movies-on-demand will
capture ai the revenue now gomng to
video-rental stores. He says that even 1f
movies-on-demand takes haif the recent
hits” video-rental market. it wouid gener-
ate only about $1 billion a year 1in casn flow
for the entire cable industry.

Mr. Sie says forecasters also gioss over
the costs of programming new special-in-
terest channeis. ‘It takes a iot of program-
ming to fill 2 24-hour channei.” he says.
“And consumers don’t want schiock.”
Even the cheapest video format — talk
shows' — costs about $20.000 an hour, he
notes. As the audience fragments over a
muititude of channeis. he adds, narrow-in-
terest programming won't be cost-effec-
tive for advertisers.

7€ rania convergence ot the cabie ana
lcleohone 1naustries suggests other nidden
cosis to Tom Wolzien. an anatvst at
sanford C. Bernstein & Co. in New York.
Recent mergers wiil for the first time pit
endrenched cable and telephone monopo-
lies against one another tn costly turi
battles. he says. adding that nobody is
factorng 1n the bottom-line pressures of

defendi.ng existing markets and raiding
competitors’ terrtory.

With so many imponderabies. few even
hazard a guess as to when interacuve
multimedia might begin paying off. Mr.
Woizien estimates that interactive and
pay-for-view revenues will contribute less
than 5% to combined cable and phone-com-
pany revenues through 1998. That number

could eventually reach about 20%, he be-
lieves. once the hardware is in place — and
provided a market develops. That, of
course, may be the stickiest proviso of all.
“Don’'t forget,” Mr. Sie says, ‘“‘we still
have black-and-white TVs out there."

tives are skeptical about the new services’ :
uitimate profit potential. The new features

are likely to cannibalize existing services,



WESTERN CABLE SHOW TO OFFER PEEK AT DIGITAL-TV FUTURE

Set-top box could be budget buster

By JUNKO YOSHIDA

Anaheim, Calif. — Cable televi-
sion operators will get a peek into
the digital fture when the Westermn
Cable Show convenes here this
week. The event may mark the

, intelligent

digital cable systems of tomorrow.
The focus of the show is likely
to be the digital set-top box: a
bewilderingly compiex biend of
communications node and 32-bit
workstation that threatens to
bust the budgets of cable opera-
tors and customers alike. As ca-

ble operators squint into the
near-term digital {uture, they
will likely ask two questions:
Who can provide the functions

needed for the set-top bux, and
how can we gct the price down?
None of the potential answersy
Continued on page 8
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appears definitive. The probiem is
the stilandefined funcnonality of
the digital set-top box. What's clear
13 that the unit will have to receive
an maiog signal from the cable,
decode it into a digital signal using a
yet-unestablished demodulation
scheme and decompress the digital
signal into NTSC fare using any of a
number of video and audic decom-
pressiont algarithms,

. There are uncertzinties enough
in that scenario, but the biggest
Question mark iy the issue of in-
teractive graphics. Cable opers-
tors are sure they want some sort
of local graphics capability beyond
the simple display of decoded

televizion images, but they're not
need.

types. The units have been var-
iously described as a cabie decod-
er plus a Silicon Graphics
workstation as a 3DO box

operating
modulator for up-
stream: data, 3 1-GHz tamer, an
mirared remote contyol IC for

a talisman agamst fogh costs,

“In the digital interactive cable
business, we won't be able to af-
ford a closed network system,
where our General Instrument
set-top box used in one [geo-
graphical] area won't be able to
talk to a Zenith box depioyed in
another region,” said Dale Ben-
nett, vice premdent and state
manager at TCI Cablevision of
Californiz Inc. (Walmit Creek, Ca-
if.). “We need good ntertaces 1o
ensure interoperability,”

“The Western show this year
could be the last gasp of the hype-
meisters,” quipped Roger Koz-
lowski, vice president and techni-
cal director of the Motorola

range Of new BErvices, canie op-
erators need a system that's suffi-
ciently tlexable “to grow into the
future,” Frick said.

One bkely highlight of Westemn
Cable’'s open-architecture pre-
sentation wil be an HP demon-
stration in which two Motorola-
architecture-based and two Intel-
based set-top boxes access a
common server that manages
storage and transmission of pro-
gram material. Three different
services-——movies-on-demand,

set-top boxes simultaneously via
a single video server to demon-
strate mteroperabifty and inter-

19 $RICON QUESTIONS CLOUD PICTURE FOR OIGITAL CABLE SET-TOP
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With the mteractive digital mar-
ket expected to spawn 2 vast

changesbility. HP developed a
conumand language for the demo,
downloading the languags in soft-
ware to each set-top box so that
each can talk to the same server,
said market development man-
ager Casey Lermus at Hs Intar-
active Television Apphi
group (Santa Clara, ).
“HP’s migsion is to help cable

zerve the mterest of IC vendors a8
well as cable operators. With the
proliferation of box architecuses.
sales vohunes for any one ciwp may

5



be minuscule. if a silicon vendor
must, for exampie, add DigiCipher-
2 to an MPEG-2 video decoder,
make two difierent audio decoder
chips (AC-3 and MPEG audio) or
het on either 64-QAM (quadrature
ampliude modulation) or 16-VSB
(vestgial sideband) demodulation,
set<op box costs cuuld be pro-
pelled into deep space.

Same old swamp

Silicon vendors thus find them-
selves in a familiar quagmure, If
they pursue proprietary reiation-
ships with individual cable compa-
nies, they may find only small,
captive markets for their cosdy
designs. But if they participate in
the construction of an open archi-
tecture, they may confront a lack
of diferentiation and suffer subse-
quent price erosion.

Suil, for many vendors the oppor-
fumitiss inherent in a product packed
with slioon of all stpes outweigh
the msks of commoxditization.

LSI Logic Corp. is a leading
advocate of the interactive digital
TV business. "We want to make
sure that we participate in the
development of every key silicon
that goes into a set-top box, " said
Simon Dolm, marketing director
of LSI's Digital Video Division
(Milpitas, Calif.). [n addinon 1o
the MPEC-1 audio and ndeo de-
coders and Reed-Solomon enco-
derldeoodm it introduced eartier

year, the company will sam-
ple MPBG-Z video decoder chips
to key customers in January, Do-
lan promised.
LSl Logc also rccemtly
nounced a plm to develop a 16-

VSB demodulatocforward error

corvaction (FEC) chip with Zevsth
Electronics Corp. (see Nov. 2,

to the Main Profile/Main Level of
the MPEG-2 standard. mchudng
bidirectional frames. It will imple-
ment such features as dual prwne
prediction, adaptive feld/frame
IDCT, motion compensation and
16 x 8 field motion compensa-
ton, non-inear quantizanon, and
error conceaiment vectors. Some
of those functions “may not be
necessarily supported by other
competing MPEG-2 wwdeo decod-
er products,” said Dolan. The de-
coder can also accormnodate
MPEG-2's Simple Protle and
Low Delay mode specificanona,
without bidirectional frames.
Both the MPEG-2 video and
MPEG two-channei audwo hupse
use a3 0.65-micron process. LS{
Logic plans by the summer to
integrate the two wmto a snge
chip, using the company s recent-
ly announced 0.5-micron provess.
Motorola also has an augres-

sive silicon strategy for set-top
boxes. The company offers its
own MPEG-1 and -2 video and
audio decoder chips, and it is said
to be working with General In-
strurnent to develop a single-chip
solution for MPEG-2 video/Digi-
Cipher-2. Motorola's Kozlowski,
however, declined to confirm the
reported relationship with Gl.

Texas Instruments, mean-
while, recently announced a plan
to develop AC.3 audio decoders
as well as MPEG audio and video
decoders. "We have yet to see
some of the key device specifica-
tions to be better defined or more
widely agreed {on] so that semi-
conductor companies can inake
further investruent in optimizing
ciratits and market them as stan-
dard products,” said Ron Slay-
maker, manager of digital com-
pression products for TI's
Semicomductor Group. “But we
beijeve that silicon vendors will
h.we a strong tole to play in help-

ing drive the cost down hy ag-
gmnlvdy ntegrating lhe current
chips inside a set top.’

AT&T Microelectromcs wil also
~eveal an aggressive strategy for
set-top sdticon at the Westemn Ca-
ble Show. Robert Copeland, prod-
uct line director of digical
NTSC/PAL at AT&T Microelec-
tronics, claims that in late October
the company started sampling “the

cesses a rue MPEG-2 bit stream.”

AT&T has opted to bypass
MPEG-1, a headlong
fhve‘m G-2 Atu‘ww'

video on the fly, Copeland said.

nl2y



OLUME 14 NUMBER 48

NOVEMBER 29, 1993

By PETER LAMBERT
& LESLIE ELLIS

The much-hyped 500-channel
universe will become reality later
than promised.

Spurred by the certainty that
multichannel competition is com-
ing, cable operators wiil continue
to spend significant amounts of
capital on fiber optics, but
not on digital compression,
in 1994.

Without a doubt, in-
stalling fiber at $100 to
$120 per subscriber pays off
immediately in capacity,
flexibility, quality and reli-
ability, executives from a
variety of large, mid-sized
and small MSOs said last
week.

Fortunately, they added.
a near glut of optoelectronics com-
petitors has dropped prices
through the floor and shot perfor-
mance through the roof.

MPEG TRADEOFFS

In contrast. they said. the costs
and benefits — as well as the per-
formance — of digital video have
vet to instill the same confidence.
Consequently, digital cable set-top
deployment may not appear in
even the most aggressive budget
plans untl at least 1995, and even
then may be incrementai and slow.

General Instrument Corp. and
half a dozen MSOs had projected
rollout of DigiCipher digital set-
tops in “mid-1994.” Now, severai
MSOs say hardware will not be
avaiiable by then.

Scientific-Atlanta Inc. wiil de-
liver MPEG-2-based terminals for
trials by U S West Inc. in Omaha,
Neb., and Time Wamer Inc. in Or-

“Mter the euphoria
comes reafity.”

Wikt Hildenbrand, vice president of engineeri
Cableviion Systoms Cory
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lando, Fla., in the first quarter of
1994,

However, MSOs planning com-
mercial rollouts are demanding
that manufacturers not build set-
tops until the MPEG-2 standards
are completed — probably no
sooner than next spring.

That means GI. S-A and Di-
recTv/U.S. Sateilite Broadcast-
ing supplier Thomson Consumer
Electronics face a risk in buiid-
ing boxes that may not match
the finalized standards. But the
direct-broadcast sateilite compa-

1994 Outlook: Fiber
Optics Yes, Digital No

nies say they’ll go ahead with
their planning spring launches
based on knowledge of MPEG-2
so far.

Further, set-top costs for early
adopters will be higher than ex-
pected a year ago. As Wilt Hilden-
brand, vice president of engineer-
ing for Cablevision Systems Corp.
put it, “after the euphoria comes

reality.”

That reality, he sug-
gested. is that MPEG
compliance may bring
additional costs at first,
but, bodes well for a long-
term drop in costs, by
broadening the base of
manufacturers compet-
ing to provide the equip-
ment.

Yet, several cable en-
gineers indicated they
would go very slowly on digital,
even if set-tops were to come off
assembly lines voday.

UNKNOWN PAYBACK

Until consumer demand for
near video-on-demand. video
games. home shopping and infor-
mation retrieval becomes known.
operators said. digital set-top
cost/benefit equations wiil remain

half-empty.
“Whether we can actually take
more monev out of the house wiil
See 1994, Page 140
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Continued from Page 1
determine whether we're going to
spend much money on our plant
and on convertors,” «aid Pete
SEmirth, vice president of engineer-
ing lor Ritkin & Associates.

Sammons is “banking on” digi-
tal, said Robert Saunders, the
MEOYs cystem viee president, of en-
pinecring. Inits last three up-
grades, Sammaons has raised the
company gstandard from 550 MHz
ta 50 MHz, enough capacity to
devote 550 MUz 1o 77 analog
channcls and reserve 200N fiw
dital

However, although Sammons
Fast spring eonnitted itsell o pur
chasing 70,000 DigiCipher boxes,
“Wedo not have compression in
o O hadpet: fiber is uging up all
oo doblare,” Saunders said.

Jones Intercable Toe., Time
Wiuner Cable, Cablevision In-
dustrics Ine. and others will forge
ahead with aggrressive fiber econ-
struction sehedules over the next

overal vears.

However, said CVI] senior vice
precident Juseph Van Foan, “there
are indications there won'l be a
huge vumber of digital set-tops
available™ by Tate 1994,

Fast March, CV] commiffed it-
solH o ontfitting 125,000 of its 1.2
millicn homes with DigiCipher,
Now, he said, “We're asking, ‘Is
there o place for acsimple analog
gl top that oflers some user-help-
il on-ereen guides and indexing”
ik the amswer i< probably ves”

3, S-A, Zenith Electronics
Corp. and others are offering such
upgradable options as an analog
box with rudimentary on-screen
guides in the $150 range, a digital
box with on-screen capability in
the $250 range and a computer-
powered interactive digital box in
the $350 range.

While a $100-per-subscriber
fiber investment can boost a sys-
tem to 110 analog channels, Van
Loan said, “the question is, will
110 channels do it, or do we need

On-screen
quides could be
popular in 94

to muke a $250-per-sub invest-
ment in compression to get 200 or
300 channels?”

He believes the 300-channel vi-
sion will become reality in tiime,
but “the $100 [per-subscriber]| in-
vestment in fiber expansion may
be the better initial move. The
longer you can put. off a new tech-
nofogy decision, the better; prod-
ucts get better and cheaper over
time.” he said. Sammons also has
“not. precluded” rolling out an in-
terim analog box with on-screen
navigation, said Saunders.

Mid-size to small operators
readily admit that they cannot pi-
oneer in digital. Yet without com-
petitive tools including compres-
sion, some wonder how they will
survive.

“You've got to see some real
strong incremental revenues for a
$300 box,” said Jeff Marcus, pres-
ident of 137,500-subscriber Mar-
cus Cable. “We find ourselves
waiting for in-the-field experience
of others” to judge whether com-
pression will pay for itself.

Marcus has upgraded its sys-
tems to H50 MKz, some to 750
MHz, at about $120 per sub-
scriber. It also has acquired sys-
tems, making it the third-largest
operator in Wisconsin.

Still, Marcus said, “managing
through the current environment
has never looked more challeng-
ing. It sure looks like it’s going to
be a game for the big boys.”

Rifkin’s Smith expects to in-
crease construction by 15-20 per-
cent in 1994. “There’s not that
much uncertainty in terms of how
much it costs to build and rebuild,”
he said, adding that the same can-
not be said of compression in 1994.
“It's not going to be ready. Even
TCI says that.”

Whenever it comes, Smith
predicted, “the most fortunate
systems in this country are the
largest systems held by a
smaller operator. That's where
they’re going to put their mon-
ey [and] innovation.”

To date, said David Large, di-
recior of engineering for InterMe-
dia Partners, “we’re not hearing
omnsistent numbers on costs or on|
what degree of compression will be
possible. Is it going to be 6:1?7 10:17”

But like Marcus, Large said un-
known Federal Communications
Commission cost-of-service rules

remain an equally major barvier to
investments. Further, new com-
patibility rules due next. April
“could point to significant capilal
issues. Qur biggest concern is that
those rules don't cripple the intro-
duction of video compression by
making it financially unreasonable
to deploy a digital set-top.” —MN



